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Economic Expansion in Perspective
As THE YEAR 1963 ended, the cyclical
expansion that began in early 1961 was con-
tinuing. Throughout the year the nation's
total output of goods and services increased
at a fairly steady pace.
In the fourth quarter gross national prod-
uct reached a seasonally adjusted annual
rate of $600 billion. This was $35 billion, or
6 per cent, higher than at the end of 1962.
In constant prices the rise amounted to 4.5
per cent.
Differences between the current cyclical
upswing and earlier postwar ones are numer-
ous. Increases in demands have not been
so sharp in some key areas as at times in
earlier expansions, but they have generally
been more persistent.
The growth in aggregate output from the
preceding cyclical peak has already exceeded
increases over the preceding two cycles.
Furthermore, in December the current ex-
pansion, measured from its cyclical low,
was within a few months of equaling the
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duration of the 1954-57 advance. That was
one of the longest peacetime expansions on
record.
Industrial prices firmed in 1963, and
consumer prices continued to drift up. But
on the whole, inflationary pressures, which
were pronounced from 1955 to mid-1957,
have been muted in this expansion. Wage
increases have been moderate, and pro-
ductivity gains have been substantial. In
manufacturing, labor costs per unit of out-
put have changed little. Competition from
abroad has remained strong and has been
a significant influence on prices for many
products.
Relative stability in prices and the mod-
erate nature of wage increases have reflected
in large part the fact that resources have
been ample. Employment has shown a siza-
ble increase, mainly in nonindustrial activi-
ties, but unemployment has remained high,
ranging between 5.5 and 6.0 per cent of
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5.5 per cent, the unemployment rate was
the same as a year earlier. Although manu-
facturing capacity is being used more in-
tensively than a year earlier, utilization
rates are below the highs reached in most
earlier postwar expansions and also ap-
preciably below operating rates preferred
by producers.
DEMANDS IN 1963
The rise in total output of goods and services
in 1963 stemmed from widespread increases
in demands. After the first quarter of the
year consumers, business, and government
all contributed to the expansion. Consumer
purchases of goods and services about kept
pace with rising disposable income. There
was no significant change in this relation-
ship in the fourth quarter, even though
retail sales showed an exceptionally large
increase in December. In 1963, as in 1962
and 1961, auto purchases showed a sizable
increase late in the year, after the new
models came on the market. In the residen-
tial construction area, activity advanced to
a new record level.
Business investment demands continued
to expand moderately, about keeping pace
with expansion in other demands. After a
lull early in the year, business outlays for
fixed capital increased to a new high at the
year-end. The gain for 1963 as a whole was
5 per cent. Inventory accumulation was a
little smaller than in 1962, and the rate
for the fourth quarter was not much above
the average for the year. Stock-sales ratios
continued low.
State and local government purchases
maintained their steady advance, with em-
ployee compensation and highway construc-
tion up substantially. Federal purchases,
however, increased only a little further dur-
ing the second half of the year, after a siz-
able increase beginning in early 1961.
Exports of goods and services increased
about 10 per cent from late 1962 to late
1963, in large part reflecting the resumption
of expansion in industrial countries abroad.
With the advance in U.S. production and in-
comes, imports of goods and services also
rose, but much less sharply than they had
during the initial recovery period of 1961.
The net export balance improved during
1963 and in the fourth quarter was at an
annual rate of $5 billion—about $1.5 bil-
lion larger than a year earlier. A rate this
high was last reached in early 1961, when
imports were at their recession low.
DEMANDS IN THREE CYCLES
While this upswing has not avoided a period
of hesitation such as had characterized ear-
lier expansion periods—in this case the slow-
down came after mid-19 62—the broad pic-
ture is one of greater persistence and greater
uniformity of expansion among the major
demand sectors. By the end of 1963 this
upswing had out-lasted and in most respects
out-performed the 1958-60 expansion and in
duration was approaching the one in 1954-
57. December was the 34th month after the
early 1961 cyclical low. This figure com-
pares with 39 months for the 1954-57 up-
swing and 25 months for that in 1958-60.
In constant dollars, GNP in the fourth
quarter of 1963 was 14 per cent above the
previous cyclical peak in mid-1960. Growth
over this period was at an annual rate of
3.8 per cent. The rise, both in total and in
terms of average annual rates, exceeded the
increase in each of the two preceding com-
plete cycles. From the spring of 1953 to
the summer of 1957, real GNP increased
at a rate of only 2.3 per cent a year.
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The favorable showing in the current
cycle is the net result of a variety of develop-
ments. The accompanying chart shows, in
constant prices, the changes in expenditures
in sectors that, together, now account for
around a third of GNP. These sectors have
accounted for the bulk of postwar cyclical
fluctuations and also for major differences
among the cycles.
Rising Federal purchases of goods and
services accounted for one-eighth of the in-
crease in real GNP from mid-1960 to the
end of 1963. This is in sharp contrast to
developments in the 1953-57 cycle, when the
post-Korean War cut-back in defense ex-
penditures was being worked out. Moreover,
the rise after 1961 contrasts with the 1957-
60 cycle when, after an initial rise, Federal
outlays were reduced fairly steadily. The rise
during this upswing has reflected mainly
expansion in outlays for defense and space
programs. Defense outlays are now budgeted
to decline in the fiscal year 1965.
The behavior of private residential con-
struction activity has also been very different
in this cycle. Continuing its longest rise of
the postwar period, such activity reached a
new high in the fourth quarter of 1963. For
the year 1963 housing starts totaled 1.6 mil-
lion units as compared with 1.5 million in
1962. In previous cycles the typical pattern
was a sharp and relatively brief expansion
followed by a steady decline.
Differences between the current and pre-
vious patterns are related in part to varia-
tions in the availability, cost, and terms of
mortgage credit. These in turn have re-
flected broad differences among the cycles
in monetary policy, savings preferences, the
supply of long-term investment funds, and
the strength of alternative demands for
funds. The recent expansion in residential
construction activity has been concentrated
GNP shows more rIs«fhaBii«irlier
expansions
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NOTE.—Indexes based on preceding GNP cyclical peaks as
100, calculated by Federal Reserve from Dept. of Commerce
seasonally adjusted figures (fourth quarter 1963 estimates
are from the Council of Economic Advisers) in 1954 dollars.
Indexes (for 1953-57 cycle, solid blue line; for 1957-60,
dashed blue; for 1960-63, black) centered at troughs in GNP.
Business investment represents private construction other
than nonfarm residential (which is shown in panel above),
producers' durable equipment, and change in business in-
ventories.
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in apartments, whereas the two preceding
expansions were largely in single-family
houses. Multifamily units—3 or more—
accounted for about one-third of all private
starts in 1963 as compared with about one-
seventh as recently as 1959.
While the recent rise in personal con-
sumption expenditures on durable goods has
fallen short of the dramatic run-up in 1955,
it has shown more staying power. The stair-
step nature of the upswing reflects primarily
the repeated concentration of the rise in de-
mands for autos in the fourth quarter.
BUSINESS INVESTMENT
The chart also reveals differences in the
patterns of business investment among the
three cycles. During most of the current
upswing, especially in contrast with 1954-
57, business has tended to view near-term
prospects in cautiously optimistic rather than
ebullient terms. This has colored investment
decisions relating to both inventories and
fixed capital.
Inventories. In this cycle the highest rate
of inventory accumulation was reached in
late 1961 and early 1962, when steel was
being stockpiled as a precaution against a
possible steel strike. There was a similar de-
velopment on a more moderate scale last
spring. Except for the alternating accumula-
tion and liquidation patterns in steel stocks,
inventory accumulation has generally main-
tained a moderate pace.
The rate increased in the fourth quarter
of 1963. But according to the latest Depart-
ment of Commerce quarterly survey con-
ducted in November, manufacturers ex-
pected their rate of inventory investment to
recede in the first quarter of 1964 to about
the pace prevailing up to last autumn.
Although there have been some influences
in the direction of larger stock holdings—
NOTE.—Dept. of Commerce data for manufacturers. Latest
figures shown, Nov., except for Mar. 1964 estimate, which is
based on latest survey (Nov.) of manufacturers' inventory
and sales expectations.
notably the increased variety of goods, as
in the case of autos—businesses generally
have tended to keep their inventories more
nearly in line with sales. Stock-sales ratios
have shown remarkable stability for such an
extended period in a cyclical expansion.
In recent years incentives to economize in-
ventories have included the assurance of
prompt deliveries—as a result of ample sup-
plies and productive capacity—and the rela-
tive stability of prices. Furthermore, greater
use of electronic computers has facilitated
tighter control of stocks.
Fixed capital outlays. Total business out-
lays for construction and equipment rose
moderately during 1963 to a new record
level—with the fourth-quarter rate one-
seventh above mid-1957. The most recent
Commerce-SEC survey of nonfarm business
plans for new plant and equipment outlays
suggests little change in the first quarter
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of 1964 and resumption of moderate ex-
pansion in the second quarter.
Achievement of a new high has resulted
mainly from substantial growth in the com-
munication and commercial industries where
outlays have increased a third since early
1957. In the important area of manufactur-
ing, outlays in the fourth quarter about
equaled the previous record reached in mid-
1957. Outlays planned for the second quar-
ter are only slightly above the highs reached
7 years earlier.
In terms of constant prices, total busi-
ness spending for new plant and equip-
ment now in prospect for the second quarter
would be nearly as much above such out-
lays at the preceding cyclical peak as was
true at the corresponding stage of the 1953-
57 cycle. But in that cycle the contour was
quite different, encompassing an explosive
and inflationary expansion in fixed capital
spending from early 1955 to mid-1956, fol-
lowed by a protracted high plateau.
Expanding outlays by the communica-
tions and commercial sector have been
largely for new capacity—for example, com-
munication facilities, office buildings, and
shopping centers. Many observers have
questioned whether there may be an over-
expansion of commercial facilities in some
metropolitan areas, and they have similarly
questioned the expansion in apartment con-
struction. In contrast, a much larger propor-
tion of the current rise in investment out-
lays by manufacturing industries has been
for modernization of equipment rather than
for more capacity, as indicated in the
BULLETIN for December 1963. This has
stemmed in part from pressures to minimize
costs in a more competitive climate and
from changes in technology.
The steel industry is a case in point: it
was a bellwether in the 1955-57 investment
boom, and has been again in 1963 and in
spending plans for 1964. In early 1955 steel
production was heading towards 100 per
cent of capacity, and the industry initiated
a large capacity expansion program. But in
1963 and early 1964 its investment pro-
grams have been designed mainly to im-
prove or displace outmoded facilities, for
the industry was still operating far below
capacity in the last half of 1963.
The more moderate nature of the current
expansion in fixed capital outlays in the
industrial sector has reflected basic differ-
ences in short-run pressures of demand on
capacity, in evaluation of the inflation po-
tential, and in assessment of long-term needs
for capacity. With some exceptions, signi-
ficant pressures on capacity have not yet
occurred, whereas in the first year of the
1954-57 expansion they had developed in
several important industries. In the course
of that expansion, however, additions to
capacity outpaced faltering expansion of
demands for materials and other final prod-
ucts. Growth in capacity during that period
clearly dampened fixed investment demands
for some time thereafter.
Throughout this expansion financial cir-
cumstances have been quite favorable for
business investment. In previous cycles cor-
porate cash flows leveled off or declined
after the early recovery period, but in this
cycle they have continued to rise. In 1962
the amount of the increase was boosted by
the new investment tax credit and the
Treasury's revised depreciation guidelines,
but the continued rise in 1963 reflected also
a further—and cyclically atypical—expan-
sion of profits.
CONSUMER INCOMES
Personal income rose 5 per cent during
1963, as it did from the end of 1961 to the
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end of 1962, and there were only minor
changes in the rates of increase for various
types of income in the 2 years. Except for
farm income, which declined somewhat in
1963, all major types of income maintained
a steady upward course. Wages and salaries
increased somewhat more than in 1962
because of a larger increase in nonagri-
cultural employment.
Most of the rise in income reflected a
sizable increment in real buying power.
Consumer prices showed a rise of 1.3 per
cent, about the same as during 1962. Popu-
lation increased by 1.4 per cent, and per
capita real income rose more than 2 per cent
further. The rate of population growth,
which averaged 1.7 per cent a year in the
late 1940's and the 1950's, has declined in
recent years because of a lower birth rate.
CONSUMER SPENDING AND SAVING
Personal consumption expenditures rose by
5 per cent from late 1962 to the fourth
quarter of 1963. The broad pattern of con-
sumer buying changed little. Expenditures
for services and durable goods rose some-
what more than income while spending for
nondurable goods rose less. Purchases of
nondurable goods moved up irregularly
during 1963, and, on the whole, quite
moderately. As in 1962, most of the rise in
expenditures for durable goods occurred in
the fourth quarter.
The proportions of disposable income
spent and saved have fluctuated less during
the current cyclical upswing than in the
two preceding ones. The spending rate has
ranged between 92 and 93 per cent of
disposable income rather than from 92 to
94 per cent.
Reflecting interest rate relationships and
other competitive factors, consumers' pref-
erences for liquid assets over other forms of
CONSUMERS spend relatively stable proportion
of disposable income in this expansion
HONDURABLES proportion continues down;
SERVICES tend to stabilize
NONDURABLE GOODS
i UJ 30
PROPORTION spent OR dsrables rises moderately
NOTE.—Based on Dept. of Commerce quarterly figures
adjusted for seasonal variation; fourth quarter, based on
Council of Economic Advisers' estimates.
financial assets have remained strong, as
contrasted with a tendency toward direct
financial investment in earlier expansions.
This has led to an unusual increase in sav-
ings deposits and other liquid asset holdings.
By late 1963 consumer holdings of such
assets were equivalent to 93 per cent of
the annual rate of disposable income, well
above the 86 per cent of late 1961.
Automobiles. A notable feature of the
current expansion period has been the pro-
gressive stepping-up of demands for new
domestic autos beginning with introduction
of the 1962 models in late 1961. In terms of
unit sales, that model year was the most suc-
cessful since 1955. When the 1963 models
came onto the market in the fall of 1962,
sales of domestic cars jumped again and dur-
ing that model year totaled 7.2 million cars.
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And there was another spurt when the 1964
models were introduced. Sales of domestic
cars in the fourth quarter of 1963 were
at an annual rate of 7.7 million units.
Strength in auto markets has also led, since
mid-1962, to increased purchases of im-
ported cars, after 3 years of decline.
For the year 1963 dealer sales of new
autos, including imports, totaled 7.7 million
units. This number exceeded by about 3
per cent the 7.5 million record established
8 years earlier. This new record must be
viewed in the perspective of a 15 per cent
rise in population between 1955 and 1963;
of a 13 per cent increase in real per capita
disposable income; and also of big increases
in the number of cars on the road, in scrap-
page, and in replacement demand.
Current-dollar outlays for autos rep-
resented only 4.7 per cent of total consump-
tion expenditures in 1963, considerably less
than the 5.7 per cent of 1955. Prices of
autos have risen more since 1955 than
average prices of consumer goods, although
in recent years list prices of new autos have
been virtually stable.
Other durable goods. Consumer purchases
of radios and television sets, appliances, and
other household durable goods are a little
larger in total dollar volume than auto
purchases, but they tend to show smaller
cyclical fluctuations. Purchases of these
home goods showed only a moderate in-
crease from late 1961 to mid-1963 but
rose sharply thereafter. The advances were
widespread. The further increase in new
housing units was an expansive influence
last year on demands for furniture and
other household equipment.
PRICES
Partly because resources have been ample
relative to demands, the current upswing
has proceeded without upward pressures on
costs and prices of the sort that distorted
the 1954-57 upswing. Industrial prices
firmed during 1963, particularly for metals
and some metal products, but the broad
average showed only a slight rise as some
prices declined and many others were un-
changed. At the end of 1963, average in-
dustrial prices were no higher than in early
1961, and little changed from early 1959.
From mid-1955 to mid-1957 they increased
nearly 10 per cent.
As a rule, consumer prices tend to follow
wholesale prices after a lag. From early 1956
to late 1957 the consumer price index rose
6 per cent. Since early 1961, it has risen 3.5
per cent, with services up 5 per cent and
commodities up 2.5 per cent. In the 1956-
57 period retail prices of commodities rose
about as much as services.
LABOR MARKET
More expansion in output from the preced-
ing cyclical high has been achieved in this
upswing with about the same increase in
employment as in the two preceding cycles.
Maintenance of a relatively long workweek
in manufacturing and a sustained—and in
total, somewhat larger—rise in productivity
has made this possible. Output per man-
hour in the private nonfarm sector of the
economy in recent years has risen faster
than the postwar trend and is above it.
Manufacturing industries show a similar
pattern but around a more steeply rising
trend.
The sustained rise in productivity and
moderate growth in the labor force have re-
sulted in less over-all pressure on the labor
market in this upswing: the unemployment
rate has been relatively stable since early
1962—it has averaged 5.7 per cent of the
civilian labor force—whereas in the corre-
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NOTE.—BLS index; 1963 partly estimated by Federal Re-
serve. Trend calculated by Federal Reserve as straight line
fitted by least squares to logarithms of data for all years.
sponding phase of the 1954-57 upswing it
remained close to 4 per cent. Even in
the brief 1958-60 upswing, unemployment
reached a lower rate than it has so far in
this expansion.
Unemployment rates for younger workers
have been high, increasing somewhat further
in 1963. Workers most affected have been
those with insufficient education. In contrast,
increased industrial activity last year re-
sulted in a small reduction in unemployment
among adult male workers.
Average hourly earnings in manufactur-
ing have risen moderately during the current
cycle: 2.9 per cent a year since 1960 as
compared with 3.3 per cent from 1957 to
1960 and 4.2 per cent from 1953 to 1957.
In conjunction with the large rise in produc-
tivity, this has brought about an unusual
stability in unit labor costs.
In manufacturing industries total wage
and salary costs per unit of output, includ-
ing the cost of fringe benefits, were estimated
to be no higher in late 1963 than in mid-
1960. Indeed, such costs are currently about
the same as they were in the summer of
1957. In the 1953-57 cycle they had in-
creased by nearly 10 per cent. Stability in
unit labor costs has made a major contribu-
tion to relative stability of industrial prices
in recent years.
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